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ABSTRACT 



A study examined educational property tax burdens in 
Nebraska counties, using data on property taxes levied, property values, and 
per capita income. The study found that the average school tax burdens for 
residents in the lowest third (by per capita income) of Nebraska counties, 
which were nearly all rural farmers and ranchers, were 88 percent higher than 
property tax burdens for residents in the top third counties. Recent efforts 
by the Nebraska Legislature at property tax relief have not related the 
relief to a household's property tax obligation relative to its income, thus 
delivering much less relief to those who are truly overburdened by property 
taxes. Other states have enacted "circuit breaker" statutes that allow income 
tax credits or property tax rebates when property taxes reach a certain 
percentage cf household income. Recommendations for applying such legislation 
in Nebraska include providing a strong definition of "income" to prevent the 
sheltering of income, applying the circuit breaker to both agricultural and 
residential property, and applying it only to owners/operators of property. 

It is also recommended that the state's school funding formula incorporate 
the local capacity of a school system's property owners to pay the taxes and 
not base funding solely on the taxable property wealth of the system. Three 
appendices present nine fiscal parameters for each county, groupings of 
counties by per capita income, property taxes levied by government 
subdivisions, and sources of school funding in Nebraska. (TD) 
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Abstract 



This report examines the educational property tax burdens for each of Nebraska ’s 
counties. Previous research has shown that of the top 25 agricultural producing states, 
Nebraska residents have some of the highest property valuations and taxes. However, 
great disparity exists within the state. The heaviest property tax burdens occur in rural, 
agricultural counties and counties with low per capita incomes. 

In terms of per capita income, Nebraska is home to the nation 's three poorest counties 
and 7 of the poorest 21 counties. These counties are experiencing the highest property 
tax burdens. Our findings demonstrate the regressive nature of the property tax and the 
extreme hardship faced by many rural Nebraskans in paying educational property taxes. 

Methodology 

Three data sources were utilized in the analysis: Nebraska Department of Revenue; 
United States Department of Commerce, Bureau of Economic Analysis; and Agricultural 
Property Taxation: A Comparative Analysis, University of Nebraska Public Policy 
Center. . 

The measure of nine principle parameters for each county, which can be found in 
Appendix A, were determined as follows: 

Property Taxes Levied - Department of Revenue, 1998. 

Property Taxes Levied for School Districts - Department of Revenue, 1998. 
Percentage of Property Taxes Levied for School Districts - determined by 
dividing Property Taxes Levied by Property Taxes Levied for School Districts. 
Number of Acres in Agricultural Property - Department of Revenue, 1 998. 
Taxable Value of Agricultural Property - Department of Revenue, 1998. 
Property that is designated for agricultural purposes is valued at 80 percent of its 
market value. The market value is determined by the county assessor based on 
comparative sales in the area and current functional use, earning capacity of the 
land, and reproduction cost less depreciation. 

Taxable Value of Real Property - for these purposes, real property will not 
include agricultural or mineral land, Department of Revenue, 1998. Real 
property is valued at 1 00% of its market value. Market value is determined by 
the county assessor, similarly as it is for agricultural land. 

Nebraska Personal Income - Bureau of Economic Analysis, 1 998. 

Rank in Per Capita Income - Bureau of Economic Analysis, 1 998. 

Property Tax Burden - determined by dividing Nebraska Personal Income by 
Property Taxes Levied and presented as a percent of income devoted to pay 
property taxes. 

The data for all counties were sorted according to the rank in per capita income, with one 
assigned to the county with the highest per capita income and ninety-three to the county 
with the lowest per capita income. The counties were then sorted into three groups 
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according to their per capita income, the top third of the state (Group 1), the middle third 
of the state (Group 2), and the lowest third of the state (Group 3). See Appendix B for a 
grouping of the counties by per capita income. 

Findings 

When examining Nebraska counties grouped by per capita income, one common feature 
is readily apparent. The vast majority of the poorest counties in the state are completely 
rural and agriculturally dependent (as determined by USDA Beale Codes). 1 Thirty-two 
percent of the counties in Group 1 are completely rural. Forty-five percent of the counties 
in Group 2 are completely rural. Ninety percent of the counties in Group 3 are completely 
rural. 

This finding corresponds to recent data from the Bureau of Economic Analysis (an 
agency within the U.S. Department of Commerce). In terms of per capita income, rural 
Nebraska is one of the poorest areas in the nation. The three poorest counties in the 
nation are rural Nebraska counties - Loup, McPherson, and Arthur. In addition, four 
other rural Nebraska counties are among the 21 poorest counties in the nation Sioux, 
Blaine, Keya Paha, and Grant counties. 

The dependence upon agriculture is also quite evident in the per capita income groups. 
This dependence also means that certain areas of the state, thus certain school systems are 
more dependent upon agricultural property and the property taxes assessed against that 
property. Table 1 below summarizes the percentage of land valuation in each income 
group that is agricultural property. 



Group 


Taxable Value of All 
Property 


Taxable Value of Real 
Property (minus Ag 
Property) 


% of Land that is Ag 
Property 


1 (High) 


$47,398,821,626 


$39,496,308,671 


16.67% 


2 (Middle) 


$13,865,328,345 


$7,386,792,817 


46.72% 


3 (Low) 


$5,840,844,170 


$2,073,684,483 


64.50% 



Table 1. Percentage of Property Valuation Comprised of Agricultural 



Property, by County Income Group 

Table 1 clearly shows that as the per capita income of a county increases, a county 
becomes less agricultural. But the type of property assessed for property taxes is only part 
of the equation. Table 2 summarizes another part of the equation - the valuation of 
property. Table 2 focuses on the average taxable value of agricultural property in each 
county income group. As would be expected, the richer the county, the greater is the 
taxable value of its land. In general, the ability of agricultural land to generate income 
and higher county per capita incomes are highly related. 

1 USDA Beale Codes define a county as completely rural where there is no population center with a 
population greater than 2,500 and not adjacent to a metropolitan area; agriculturally dependent counties are 
those where 20 percent or more of personal income in the county is derived from agricultural activity 
(either owner-operated income or farm/ranch labor). 
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Group 


Number of 
Agricultural Acres 


Taxable Value of 
Agricultural Property 


Average Taxable 
Value of Agricultural 
Property/Acre 


1 (High) 


12,300,400 


$7,902,512,955 


$642.46 


2 (Middle) 


14,907,418 


$6,478,535,528 


$434.58 


3 (Low) 


17,653,500 


$ 3,767,159,687 


$213.39 



Table 2. Average Taxable Value of Agricultural Property, 
by County Income Group 



An example of the disparity in the income producing potential of agricultural land 
between the county income groups describes the problem facing many rural communities 
and rural school systems. If an 800-acre farm/ranch in Group 1 is valued at the group 
average for agricultural property ($642. 46/acre) at the soon-to-be state mandated K-12 
education levy limit of $1 per $100 of property valuation, this Group 1 farm/ranch would 
generate approximately $5,140 in property taxes for schools. 

An 800-acre farm/ranch in Group 3 valued at the group average for agricultural property 
at the $1 levy limit would generate about $1 ,707 in property taxes for schools. To 
generate the same amount of property taxes for schools, a Group 3 farm/ranch would 
have to be over three times as large or have a property tax levy over three times as large 
as that in Group 1 . 

One more part of the equation must be considered. Property taxes are not paid by land, 
but rather by income. Even though the example above may lead some to believe that 
farmers and ranchers in the counties in Group 3 are paying less in property taxes than 
their brethren in Group 1, Table 3 shows that is not the case. 

Because of the lower incomes in the counties in Group 3, property tax burdens in those 
counties are significantly higher than in other areas of the state. The average property tax 
burdens for residents in Group 3 - nearly all rural and primarily farmers and ranchers - 
are over 75 percent higher than the property tax burdens for Group 1 residents. 



Group 


Personal Income 


Property Taxes 
Levied 


Average Property Tax 
Burden (%) 


1 (High) 


$34,044,000,000 


$1,072,341,736 


3.15 


2 (Middle) 


$6,894,000,000 


$282,121,960 


4.09 


3 (Low) 


$2,115,000,000 


$117,008,984 


5.53 



Table 3. Average Property Tax Burden, 
by County Income Group 



The disparity between county income groups is even greater when only school taxes are 
considered. The average school tax burden for residents of counties in Group 3 is nearly 
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88 percent greater than for residents of Group 1 counties. Table 4 summarizes the school 
tax burden. 



Group 


Property Taxes 
Levied 


Property Taxes 
Levied for 
School Systems 


% of Property 
Taxes Levied 
for School 
Systems 


Average School 
Property Tax 
Burden (%) 


1 (High) 


$1,072,341,736 


$642,883,107 


59.95 


1.89 


2 (Middle) 


$282,121,960 


$ 179,296,698 


63.55 


2.60 


3 (Low) 


$117,008,984 


$75,151,041 


64.23 


3.55 



Table 4. Summary of School Tax Burden, 
by County Income Group 



While Tables 3 and 4 clearly demonstrate a pronounced disparity in property tax burdens 
between county income groups, an examination of burdens in particular counties shows 
even grosser inequities. The 7 counties with the lowest per capita incomes in the state 
(among the lowest 21 per capita income counties in the nation) have the 7 highest 
property tax burdens in the state (see Appendix A). 

Loup County, with the lowest average per capita income in the nation, pays over half of 
the personal income in the county for property taxes. The Loup County property tax 
burden is nearly 20 times higher than the lowest county property tax burdens in Scotts 
Bluff and Douglas Counties. Tables 3 and 4, and an examination of individual county 
property burdens, demonstrate that as incomes decrease property tax burdens increase, 
buttressing the long established belief that the property tax is a regressive tax. 

These findings also make it clear who is shouldering the negative consequences of 
Nebraska’s property tax system. Rural citizens with generally lower incomes - 
particularly those who reside in agriculturally dependent counties - are devoting 
extraordinary percentages of their personal income to paying property taxes. And, unlike 
income tax burdens (and, to some extent, sales taxes) which will decrease as income 
decreases, property taxes have no relation to income or the ability to pay. 

Farmers, ranchers, and other rural property owners are not the only ones hurt by this 
heavy burden. Since property taxes make up more than 50 percent of the public school’s 
income and since schools are the major reason for property taxes (see Appendix C), a 
heavy property tax burden affects schools systems as well. A heavy tax burden makes it 
more difficult for schools to go to their public and ask for more money in the form of 
property tax increases or levy overrides. The impending school levy decrease to $ l/$ 1 00 
valuation may place many schools systems in a position of being strapped for resources. 

Schools, as the main recipient of property tax revenue, are also often blamed for property 
tax burdens and bills, thus straining relationships between schools and their patrons and 
reducing community support for schools. It is questionable in many cases, however, 
whether school systems in Group 3 counties (and in some Group 2 counties) will be able 
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to maintain quality schools with a drop in the levy limit. The only alternatives are 
unattractive ones - levy limit overrides (resulting in higher taxes), reductions in spending 
(resulting in decreased educational quality), or a change in school status (consolidation or 
unification). 

Little has changed in respect to property tax since we published a study similar to this in 
1997. 2 That study also found extreme disparities in property tax. burdens. While actions 
since then by the Nebraska Legislature have attempted to address property tax burdens, it 
is clear that the combination of property tax dependence for many public institutions and 
low rural incomes have resulted in tremendous tax burdens for many rural residents. 

Policy Implications and Recommendations 

In its past several sessions, the Nebraska Legislature has attempted to reduce property tax 
burdens for all Nebraska property owners. Beginning with LB 1 1 14, which mandated 
local and school property tax levy limits, and culminating with efforts to reduce property 
taxes by increasing state aid for K-12 education and community colleges, the issue of 
property taxes has been at the forefront of legislative activity. However, as the data 
presented in this report shows, many rural residents continue to shoulder an extraordinary 
burden in property tax obligations. 

Recent efforts at property tax relief have not addressed a fundamental characteristic of 
property taxation - it is a regressive tax assessed against property but paid by income, the 
effect of which distributes the burden of the tax disproportionately. Recent attempts at 
property tax relief have allocated any relief provided in a way that is unrelated to a 
household’s property tax obligation relative to its income, thus delivering much less relief 
to those who are truly overburdened by property taxes. The amount of property tax relief 
provided by these efforts may also vary by location given the dependence of K-12 
education on property taxes in general and the varying dependence by school system and 
given the local conditions that affect property valuations. 

Given the cyclical economic status of agriculture and the current status of the rural 
economy in Nebraska, efforts at property tax relief that make property tax obligations and 
household income unrelated are unsatisfactory. They will likely result in continued high 
property tax burdens in rural areas of the state. Therefore, we recommend that the 
Nebraska Legislature adopt property tax relief that is targeted at those property owners, 
both rural and urban, who are truly burdened by property taxes. 

In other states, this has taken the form of a property tax “circuit breaker.” Several 
states have enacted “circuit breaker” status that allows for income tax credits or property 
tax rebates when property taxes reach a certain percentage of household income. Many of 
these laws make those at a certain age (generally available to those property owners 65 or 
older) or those with a disability the eligible recipients. 



2 Analysis of Property Tax Burdens by District and the Distribution of Aid Under LB 806 in Relation to 
Ability to Pay , Center for Rural Affairs, April 1997. 
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Some states have recently made the “circuit breaker” concept available to an expanded 
number of property owners by adding an eligibility category based on income, thus 
linking household income and property tax obligations. Examples of what other state 
have done in this regard include: 

> Michigan. In general, Michigan provides a state income tax credit for 60 percent of 
the property tax that exceeds 3.5 percent of the household income, referred to as the 
“homestead property tax credit.” The credit phases out beginning with households 
earning $73,650, and those households earning $82,650 or more cannot claim the 
credit. Senior citizens are generally allowed a greater credit, and renters are allowed 
to substitute 20 percent of rent for property tax in calculating their credit. 

> . Connecticut. Connecticut provides a property tax “circuit breaker” for those whose 
household income is less than $23,600 (unmarried taxpayers) or $28,900 (married 
taxpayers). A state income tax credit is allowed based on a sliding scale and based on 
the percentage of property tax obligation relative to household income. 

> New York. New York allows a state income tax credit for property taxes paid by 
those households with gross income of $18,000 or less. Renters are also allowed to 
claim the credit. 3 

These examples from other states provide a framework upon which Nebraska can build to 
provide property tax relief to those who are truly overburdened. In the 2000 legislative 
session, Senator Dierks introduced LB 1070, which created a property tax “circuit 
breaker” and provided a state income tax credit when property tax obligations reached 4 
to 18 percent of household income. 4 LB 1070 applied only to agricultural land. We would 
suggest the following elements be present in any property tax “circuit breaker” legislation 
in Nebraska: 

> Apply the “circuit breaker” to both agricultural and residential property. While it is 
clear that rural property owners, particularly farmers and ranchers, are being crushed 
by high property tax burdens, low-income urban landowners face the same problem. 

> Apply the “circuit breaker” only to owners/operators of property. In our view, those 
that work the land and own property are those who are truly dependent upon property 
for a living or for a home and are truly burdened by the property tax; they are those 
who are deserving of specific, targeted property tax relief. 

> Provide a strong definition of “income” so that the property tax “circuit breaker” does 
not become a way to shelter income. 

We believe a property tax “circuit breaker” would make Nebraska’s tax system more 
progressive and would have the opportunity to provide significant property tax relief to 
those who are truly burdened by this tax. 



3 See, Article 22, Section 606(e), New York State Tax Law. 

4 LB 1070 was indefinitely postponed (or killed) by the Nebraska Legislature’s Revenue Committee on 
March 7, 2000. Legislative Journal, page 895. 
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Because of the tremendous property tax burdens on rural areas of the state, and 
particularly upon farmers and ranchers, we would also recommend that assessments of 
agricultural property more closely consider the income and earning potential of the 
property. We would also recommend that the school state aid distribution formula 
incorporate the local capacity of a school system’s property owners to pay the levied 
property taxes and not base funding solely on the taxable property wealth of the system. 
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Group One: Highest per Capita Income 
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Appendix B 

Property Tax Burdens in Nebraska 
Group 1 Group 2 Group 3 



Property Tax Burden 




Property Tax Burden 




Property Tax Burden 


County (% of income paid 




County (% of income paid 




County (% of income paid 


for Property Taxes) 




for Property Taxes) 




for Property Taxes) 



Buffalo 


3.23% 


Red Willow 


3.24% 


Richardson 


3.38% 


Saline 


4.08% 


Scotts Bluff 


2.63% 


Jefferson 


4.41% 


Pawnee 


4.33% 


Custer 


4.84% 


Garden 


7.46% 


Dawson 


3.57% 


Otoe 


4.77% 


Burt 


5.31% 


Saunders 


4.46% 


Dixon 


3,80% 


Cedar 


4.21% 


Furnas 


4.46% 


Butier 


5.47% 


Holt 


4.58% 


Garfield 


4.18% 


Valley 


4.51% 


Wayne 


3.96% 


Nuckolls 


4.72% 


Rock 


7.52% 


Kimball 


6.06% 


Harlan 


6.19% 


Merrick 


5.35% 


Keith 


5.25% 


Hayes 


9.03% 


Dakota 


3.16% 


Franklin 


6.85% 


Boone 


6.13% 



Pierce 


4.70% 


Webster 


5.30% 


Gosper 


7.72% 


Frontier 


6.91% 


Stanton 


6.22% 


Nance 


4.83% 


Knox 


4.39% 


Colfax 


4.13% 


Johnson 


4.73% 


Brown 


5.61% 


Howard 


4.94% 


Cherry 


7.98% 


Greeley 


6.42% 


Sheridan 


4.97% 


Dawes 


3.75% 


Hitchcock 


5.10% 


Morrill 


5.63% 


Boyd 


4.97% 


Sherman 


6.09% 


Thurston 


3.27% 


Logan 


7.69% 


Banner 


11.25% 


Thomas 


10.97% 


Hooker 


10.43% 


Grant 


15.42% 


Keya Paha 


13.66% 


Sioux. 


15.00% 


Blaine 


22.27% 


Arthur 


30.63% 


McPherson 


30.04% 


Loup 


51.06% 



Douglas 


2.69% 


Dundy 


5.67% 


Lancaster 


3.14% 


Cuming- 


3.97% 


Phelps 


4.29% 


Washington 


3.39% 


Fillmore 


5.40% 


Chase 


. 4.97% 


Nemaha 


3.07% 


York 


4.55% 


Kearney 


5.15% 


Cass 


3.68% 


Thayer 


4.53% 


Perkins 


6.56% 


Adams 


3.43% 


Platte 


3.42% 


Gage 


3.58% 


Madison 


2.96% 


Cheyenne 


4.23% 


Hall 


3.63% 


Dodge 


3.15% 


Polk 


5.29% 


Deuel 


5.76% 


Sarpy 


3.13% 


Box Butte 


3.36% 


Seward 


3.82% 


Clay 


5.15% 


Antelope 


4.89% 


Hamilton 


5.59% 


Lincoln . 


3.81% 


Wheeler 


7.84% 
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Appendix C 



Cities & 
Villages 
12 % 

Countie 

15% 



Other 



12% 




School 

Districts 

61% 



a School Districts 
H Counties 
I □ Cities & Villages 
g§ Other ** 



Property Taxes Levied by Government Subdivisions in Nebraska 
"""Other includes Community Colleges, Natural Resource Districts, Educational Service Units, and other 
districts (Townships, Rural Fire Districts, and Miscellaneous Districts) 



Federal 

Funds 



4 % 

46 % 




g Local Effort 
B State Funds 
□ Federal Funds 



Sources of School Funding in Nebraska 
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For additional information or copies of this report, please contact either: 

Jon M. Bailey, Farm and Community Policy Program Leader 

Center for Rural Affairs 

PO Box 406, Walthill, NE 68067 

Phone: 402/846-5428, extension 27 

E-mail: jonb@cffa.org 



Kim Preston, Nebraska Issues Project 
Center for Rural Affairs 
Phone: 402/846-5428, extension 3 1 
E-mail: kimp@cffa.org 



Established in 1973, the Center for Rural Affairs is a private non-profit organization 
working to strengthen small businesses, family farms and ranches, and rural communities 
through action-oriented programs addressing social, economic, and environmental issues. 
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